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Executive Summary

In some countries family status has little or no impact on the amount of tax
that an individual pays. In others the income tax system plays a major role in
the redistribution of income among families of different types. The question
this paper addresses is whether, out of the wide range of practices in Western
Europe, there are tax arrangements which are particularly family friendly. Are
there existing tax systems which perform well in terms of the welfare of fam-
ilies and, especially, of children and which could be used as blueprints for the
design of new systems? Failing that, are there lessons about the advantages
and disadvantages of alternative approaches that we can learn through an
understanding of the effects of tax instruments in existing systems?

Tax systems are expected to achieve many things and in practice have to
reconcile conflicting aims, most notably in this context the wish to support the
traditional family, while ensuring equality of treatment among individuals in
different circumstances. In evaluating the success of different approaches in
achieving the appropriate level of support to families, we are hampered by the
absence of any universally accepted notion of a “neutral” tax system. In addi-
tion, there is no consensus about the desirable size of any concession for a
child or children or how it should relate to family income. We do not take a
view in these areas of ambiguity about equity. Instead, we focus on the impli-
cations of each approach to policy for horizontal and vertical redistribution.

We review the main features of the current systems in the 15 European Union
countries and categorize them into four distinct types: (i) those with indepen-
dent taxation of couples and few family instruments within the income tax sys-
tem, (ii) those with independent taxation, combined with family-related instru-
ments such as credits or allowances for children, marriage or lone parenthood,
(iii) systems with optional joint taxation and (iv) systems with mandatory joint
taxation. However, the striking feature of our survey is the wide variety of
instruments and combinations of them in use. An understanding of the relative
tax burdens of families of different types needs to consider not only allowances
for children and the form of taxation of the couple, but also such mechanisms
as reliefs on family-related expenditure and income sources. Indeed, the dis-
tinction between a tax expenditure and a cash transfer payment can be blurred,
and, although the focus of this paper is income tax, it should be remembered
that in many countries social welfare systems play a complementary – or even
a major – role in accounting for the needs of children.

To establish the extent of the redistribution accomplished by a tax system,
we need to look further than the existence of family-related instruments. We
also need to take account of the size of the income tax system, the relative
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value of tax concessions for families and the characteristics of the population
and the income distribution on which the tax is levied. In order to evaluate the
effect of some alternative tax instruments, we carry out a microsimulation
exercise using UK household data as a base to explore the implications for the
UK population of stylized family tax arrangements “borrowed” from other
countries. We consider five types of concessions to couples: two based on
independent tax systems and three based on joint taxation. We compare their
effects on families with children with the effects of two alternative methods of
directly targeting children – as distinct from couples or families – through the
tax system. We arrive at the following conclusions.

● There is a clear tradeoff between, on the one hand, tax concessions for cou-
ples in which one spouse is financially dependent and, on the other, damage
to the work incentives of the dependent spouse. Thus, joint taxation systems
perform relatively well on interfamily distributional grounds and tend to lower
the marginal rate of tax of the higher earner, but this occurs at the expence of
an increase in the marginal rate of the lower earner.

● Tax systems which offer concessions to couples tend also to benefit families
with children disproportionately. The extent of this effect – both its size and
its incidence – depends on the form of the concession. The version of the
Spanish system of aggregate taxation that we model for the UK is very effec-
tive at targeting children, but this is because it claws back tax from high-
income couples (who have relatively few children in the UK) and especially
benefits couples in the middle of the income distribution (where there is a con-
centration of UK children). The French family quotient includes a generous
factor for children that particularly favours higher income families with chil-
dren. The transferable allowances in the Netherlands are less well targeted on
families with children because they benefit one-earner couples, and in the UK
children tend to be concentrated in families with two earners.

● Tax concessions directly focused on children are a more efficient way of tar-
geting children than are those concessions aimed at couples, but the form of
the concession has a major impact on the distributional goals it can accom-
plish. Thus, child tax allowances delivered through the UK tax system would
not reach one-quarter of the families with children with incomes below the tax
threshold, and their value would increase with income. On the other hand, a
universal child benefit is capable of delivering resources to all children. On a
proportional basis the increase in income is greater for poorer children, but a
flat rate child benefit cannot maintain horizontal equity at all income levels.
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● The progressivity of the income tax schedule increases the distributional
effects of joint taxation and allowances for children. Thus, under a more pro-
gressive tax structure not only do these instruments generally cost more, but
they are of greater proportional benefit to higher income taxpayers.

● On the assumption that child welfare is likely to be best served by boosting
the resources of mothers, we can draw the following conclusions.

i. Couples should be taxed independently, or, if taxation is joint, it should be 
administered so as to deduct no more tax from the mother than would be the
case if she were the main or sole earner.

ii. Child concessions should be paid to the main carer (mainly the mother) in 
the first instance. Tax allowances which are not refundable can only be of use
to the family if the person to whom they are allocated has sufficient taxable
income to set against them. Thus, under joint taxation the family as a whole
may benefit, but the cash is likely to be channelled through the father’s
income. Under independent taxation the family will benefit to the greatest
degree if the parent to whom the allowance is allocated has the higher income
or if the allowance is transferable between spouses.

iii. However, transferability – of adult allowances or child allowances – has 
adverse effects on the work incentives of the lower income spouse.

iv. In the case of child benefits (or allowances and credits which are refund-
able to non-taxpayers), payment to the mother does not compromise the pos-
itive impact on family incomes.
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Abstract

This paper examines the treatment of the family in European tax systems. It sur-
veys the various instruments which are used to take account of marriage and the
presence of children and describes the current systems in the 15 European Union
countries. Tax systems are expected to achieve many things, and the paper dis-
cusses the tradeoffs involved in attempting to reconcile conflicting aims, with a
particular focus on the impact of the various approaches on the welfare of chil-
dren. The impact of alternative policies on the taxes paid by families of different
types and on the work incentives of individuals in different family situations is
examined for the UK.

Keywords:Income Tax, European Union, Family, Income Distribution
JEL classification:C81, D31, H20, I30 ■

1. Introduction

There is great variation in the treatment of the family in income tax systems
across Europe. In some countries family status has little or no impact on the
amount of tax that an individual pays. In others the income tax system plays
a major role in the redistribution of income among families of different types.
The question this paper addresses is whether, in the wide range of practices in
Western Europe, there are tax arrangements which are particularly family
friendly. Are there existing tax systems which perform well in terms of the
welfare of families and especially of children and which could be used as
blueprints for the design of new systems? Failing that, are there lessons about
the advantages and disadvantages of alternative approaches that we can learn
from an understanding of the effects of tax instruments in existing systems?

The paper begins by reviewing the issues involved in assessing the relative
impacts of tax systems on families of different types. Tax systems are expect-
ed to achieve many things, and Section 2 includes a discussion of the tradeoffs
involved in attempting to reconcile conflicting aims. Income tax does not oper-
ate in isolation, and Section 3 explains how the rest of the tax and social wel-
fare system may play a complementary role. It describes how the impact of the
tax system has to be viewed in the context of its relative importance to gov-
ernment revenue and the characteristics of the population and the distribution
of incomes on which it is levied. Section 4 surveys the main features of the cur-
rent systems in the 15 European Union countries and attempts to categorize
them into distinct types. The terminology used is explained in Annexe 1.

Many comparisons of tax systems use calculated tax burdens on hypothet-



1 See Annexe 1 for an explanation of these terms.

ical family types to contrast the effects of different systems. This sort of study
can provide valuable insights into particular features of tax systems. However,
a comparison of “model” families does not do justice to the wide variation in
family circumstances and does not provide any guide to the relative impor-
tance of each effect. To do this, it is necessary to make use of the information
on actual families provided in datasets which are representative of the popu-
lation. In Section 5 we describe a microsimulation exercise using UK house-
hold data as a base to explore the implications for the UK population of styl-
ized family tax arrangements “borrowed” from other countries. In Section 6
we report the results of these simulations and discuss the impact of alternative
methods of accounting for marriage on family incomes and on the incentives
to work of men and women in couples. That section also examines various
methods of accounting for children themselves in the tax system, contrasting
their effects on families with children with those of measures aimed at fami-
lies more generally. Section 7 concludes.

2. Income Tax and Horizontal Equity

Income tax systems can affect the welfare of children in a number of distinct
ways. First, some children have income of their own; this may be taxed on an
individual basis or may be included in the taxation of the incomes of the par-
ents. Second, parents may be allocated tax concessions of one kind or anoth-
er because they have children. A third, less direct mechanism is through the
tax treatment of couples and especially of married women.

The first mechanism is relatively unimportant in most EU countries, where
the children considered dependent on their parents by the tax system tend to
have minimal taxable incomes. This paper focuses mainly on the second and
third mechanisms. The principles which might guide the design of these
mechanisms and which might also provide a framework for the analysis of
actual tax systems are now considered in turn.

■ 2.1 Income tax and children

The main effect of tax concessions related directly to children is to redistrib-
ute income from childless taxpayers to families with children. The key issue,
besides the sizeof the concession, is the form of the concession, whether it is
an allowance, a credit, a refundable credit, or a quotient which reduces the
effective size of the taxable income of the parents.1 This will have an impact

2 Cathal O’Donoghue and Holly Sutherland



3Accounting for the Family:The Treatment of Marriage and Children in European Income Tax Systems

on the vertical distribution among families with children and the horizontal
distribution among families of different compositions. Tax concessions may
operate as complements to or as substitutes for cash transfers to families with
children. They can be designed particularly to benefit large families or small
ones, young children or older ones.

On the whole, where the objective is to maintain horizontal equity
throughout the income distribution, then tax allowances are a preferred
mechanism because the value of the concession increases with income (in a
progressive tax structure).2 At the other extreme, if the aim is to target
resources at the poorest children, then the value of the concession will be
designed to be largest at the lowest incomes. One way of achieving this is to
apply a separate means test to a cash transfer. Another option is to have a uni-
form child benefit which is funded by a progressive tax system. A third way,
which does use the tax system as a method of delivery, is to introduce a cred-
it (through the tax system) which is withdrawn as income rises, but which is
refundable in cash to non-taxpayers. In each of these examples, the benefit is
more sharply targeted the greater the withdrawal rate(s) or the tax rate(s).
Thus, the concession may be withdrawn from the rich rather than targeted on
the poor.

However, one aspect of the design of the system can modify these general
statements in crucial ways. The impact on child welfare of tax concessions
and state transfers for children also depends on the form of tax administra-
tion and in particular on the person in the family who actually receives the
concession. There is evidence that the distribution of resources within the
family is not always equitable and that resources in the hands of mothers tend
to benefit children.3 On this basis, channelling concessions intended to
improve the welfare of children through the tax system is more likely to be
effective if the concessions have a direct impact on the incomes of mothers.
This is more straightforward under independent taxation, since, under joint
taxation, concessions tend to fall automatically on the higher earner (see
Annexe 1).

A system based on independent taxation and concessions directed towards
children focuses on the needs of children per se and on gender equality. This
type of approach is taken by the Nordic countries and to some extent the UK.
In contrast, the approach taken by France and to a lesser extent Belgium and
Luxembourg is to focus on supporting the traditional family (Ruxton 1996).
The following section considers the issues involved in comparing the tax
treatments of the family in different countries.

2 Annexe 1 explains how this happens.
3 See Goode, Callender and Lister (1998) and Lundberg, Pollak and Wales (1997).



4 To equivalize, family incomes are adjusted to take account of the greater needs of larger families, together
with the consumption economies which result from sharing. Thus, in order to maintain the same living standard
a couple is (typically) assumed to require less income than two single people, but more income than one person.

5 See Department of Social Security (1988).

■ 2.2 Income tax, women and the family

There is no single definition of horizontal equity – fairness in the tax treatment
of people in different circumstances – against which to measure actual practice
in European countries. On the one hand, a tax system may be considered “fair”
if all individualsare treated in the same way. On the other hand, we may wish
to think of the family as a unit containing several individuals with needs and
resources in common, and in this case we could consider as equitable a system
in which tax is paid according to the unit’s combined taxable capacity. This
depends on income, but also on some assessment of need. Then, individuals
with dependent children, for example, would pay less tax than would those
individuals on the same incomes without children. Taking this further, we
might define a tax system as horizontally equitable if families with the same
equivalized pre-tax income have the same equivalent income (and living stan-
dard) after the deduction of taxes.4 Leaving aside the exact nature of the equiv-
alence scale, it is clear that all criteria for fairness cannot be met in one sys-
tem. It is argued that couples should pay less tax than single people because
they have greater needs, but at the same time one can argue that single people
should be compensated for their lack of consumption economies. Furthermore,
the costs of two people working to earn a given level of income are generally
greater than the costs of one person earning the same income. This suggests
that two-earner couples should pay less tax than should a one-earner couple
with the same income.5 However, this argument does not recognize the extra
needs of a dependent spouse in the case of one-earner couples.

The tension between these conflicting objectives is a recurrent theme in
debates about tax policy and the family, including debates at the level of the
European Union. In the mid-1980s the European Parliament recommended
that “the tax system should be neutral as between the married couple where
only one partner is in paid employment and the married couple where both
partners are in paid employment, with a mandatory system of independent
taxation for husband and wife as the long-term objective” (as quoted in House
of Lords 1985, page 15).

As noted in the Commentary provided by the House of Lords Select
Committee on the European Communities,

“’Neutral’ is here presumably intended to mean that one-earner and two-earner couples with the
same total income should in principle pay the same tax. However, such neutrality can be guaran-

4 Cathal O’Donoghue and Holly Sutherland
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teed only under anaggregatetaxation system. With independenttaxation, the total tax depends
on how the earnings are split. There thus appears to be a contradiction between the first part of
the recommendation and the second.” (House of Lords 1985, page 15; emphasis added)

They conclude by succinctly summarizing the central problem. “These dif-
ferences reflect the problem of reconciling conflicting aims, on the one hand,
the desire, which still strongly exists, to recognize and support traditional fam-
ily life and, on the other, the desire to see strict equality of treatment between
men and women, married or unmarried” (House of Lords 1985, page 16).

At the heart of the “traditional family” model is the assumed financial
dependency of one spouse on the other. If the non-participation and lower
earnings of women were related solely and directly to childbirth and child-
rearing, then tax concessions targeted on children would bring us to the “neu-
tral” point under both sets of criteria discussed above. However, women’s role
as mothers also has an indirect effect on their lifetime ability to support them-
selves through labour market activity, including at times when no children are
dependent on them. Clearly, the situation varies among countries, but in many
the actual or assumed dependency of married women is recognized to some
extent in the tax system. The choice of a benchmark where we consider the
system to be neutral depends on our views about whether it is desirable for
women (who might be mothers) to be financially dependent on their partners,
as well as whether they are dependent in fact.

Another area where it is problematic to define “neutrality” is in the tax treat-
ment of lone parents. While the unit of assessment is not an issue, a neutral
approach to the relative generosity of the system to lone parents compared with
one-earner couples with children is not obvious. On the one hand, lone parents
do not have to support financially other adults dependent on them, suggesting
that they should be treated less generously. On the other hand, they do not have
the non-financial support of a partner, something for which the tax system might
arguably compensate. Bradshaw et al. (1996) find wide variation in the taxes
paid by the two groups in 20 countries, reflecting large differences in the preva-
lence of lone parenthood, in the effectiveness of maintenance systems and in the
employment of lone parents, as well as in the prevalence of a lack of consensus
about the role of the tax system in the support of families of different types.

One of the general concerns about tax concessions is that they may have
undesirable distortionary effects. In general, high marginal tax rates may
reduce the incentive to earn income or encourage the avoidance or evasion of
taxes. The reduction in the total tax collected because of the granting of con-
cessions to couples or families with children results in higher marginal rates.
For example, the financing of a child tax allowance equal to one-third of the



6 This is the case if the tax allowance is set against the income of the high earner in a couple. See Section 6
for more details about this calculation.

value of the single allowance in the UK would require a one percentage point
increase in income tax rates.6

Furthermore, specific concessions may affect the incentives of particular
groups. One of the main objections for giving extra allowances to one-earner
couples, for example, or for the aggregation of unequal earnings of spouses is
that this increases marginal rates for the second earner, thereby lowering the
incentives of the non-earners or lower earners to participate in the workforce or
to increase earnings. There is a tradeoff between using the income tax system
for horizontal redistribution among families and ensuring that the individual
incentives to work (particularly among the women in couples) are not damaged.

■ 2.3Choice within the tax system

One explanation for so much diversity in the taxation of the family among
European countries is that the systems are attempting to find their own solu-
tions to the conflicting notions of “neutrality”. In some countries a compro-
mise is reached that allows the authorities to avoid being criticized on the
grounds of gender discrimination or of undermining the traditional family.
This involves offering couples the choice between joint and independent tax-
ation. Thus, better-off, two-earner couples can opt for the advantages of inde-
pendent taxation (such as privacy and autonomy in financial affairs), and
lower income one-earner couples can benefit from the advantages of income
pooling. The specific financial advantages of the two options depend on the
details of the tax system, but in general it is assumed that couples will choose
the regime which is financially beneficial to them. However, the most advan-
tageous choice for the couple may not be the best option for each partner.
Whether or not there is actually conflict between husbands and wives, offer-
ing choice makes the resolution of the conflicting aims of tax systems a pri-
vate affair. This in turn has the potential of introducing problems of non-take-
up (the couple may make the wrong choice from any perspective), increased
compliance costs (for the family) and administrative costs (for the tax author-
ities), and increased unfairness among families (if the better-off can afford
better advice), as well as increased inequality within families.

To conclude, it is an interesting question whether the interests of children are
best served by supporting the traditional family through the tax system or by the
equal treatment of parents, regardless of gender or marital status. As far as this
paper is concerned, it is a question that is left open. In Sections 5 and 6 we
explore the effects of different systems on the incomes of families of different

6 Cathal O’Donoghue and Holly Sutherland
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types. One underlying principle which we accept without question is that redis-
tribution towards families with children is likely to lead to an improvement in
child welfare. We show the implications of different approaches for the extent of
vertical redistribution, for the treatment of couples and for the tradeoff between
family income and individual incentives. We hope that readers will draw their
own conclusions about the most desirable outcomes in these respects.

3. Income Tax in Perspective

In some countries income tax is primarily a revenue-raising instrument.
Allowance for the needs of dependants is achieved, for example, through cash
transfers for children and through additions to social security payments to
account for these needs. Targeted public expenditure may also be seen as a
complementary route to the achievement of horizontal equity. Ideally, in order
to understand the cumulative effects of all parts of the system, one should
analyse the system as a whole, with a view to elucidating the complementar-
ities and interactions between cash and in-kind payments and direct and indi-
rect tax burdens. However, in this paper we focus only on income tax in order
to clarify the role of one part of the system. In doing this comparatively, we
need to remember, first, that the importance of income taxation itself influ-
ences the absolute size of the effect which tax instruments can have on
incomes, second, that the other parts of the tax-benefit system may interact
with income tax or may play a complementary role, and, third, that the actu-
al impact of a particular system depends on the underlying structure of the
population in question. These points are discussed in turn below.

■ 3.1 The importance of income tax

The amount of revenue that needs to be raised through taxation depends on the
size of the public sector, together with the amount borrowed and any debt repay-
ments. Direct taxation on incomes is just one way in which revenue may be
raised. Other sources include social security contributions, taxes on expenditure
and wealth, property taxes and business taxes. The average income tax rate is
one indicator of the total size of income taxes and the relative importance of this
source of government revenue to personal incomes. However, this also depends
crucially on the size of the effective tax base. This is reduced by exemptions and
reliefs such as those for social security contributions, health and pension expen-
ditures and business losses and expences, together with tax evasion.7



Table 1 compares selected indicators of the importance of income tax in each of
the EU countries. It is clear that there is great disparity among countries in the size
of the income tax system. This is the case when the income tax is measured as a pro-
portion of household sector disposable income, as a proportion of GDP, and as a pro-
portion of total tax revenue. Income tax as a percentage of GDP varies from 2.8 per-
cent in Greece to 27.3 percent in Denmark. In general, the Nordic countries have the
highest levels of income taxation, and the Mediterranean countries have the lowest.
Tax revenues as a whole are not as variable (in relation to GDP) as income tax. Thus,
countries with “small” income tax systems, such as Greece and France, tend to rely
more heavily on other sources of revenue. In these two countries income taxes make
up only 10.7 and 12 percent of total taxation, respectively, compared with 51 per-
cent in Denmark, which has the highest proportion of income tax in total revenue.
In most of the remaining countries, income taxes make up between one-fifth and
one-third of total tax revenues.

Table 1:The importance of income tax to incomes and total taxation

Income tax Income tax Income tax 
(% disposable income)a (% GDP)b (% total tax)b

Austria (1995) 17.6 12.3 28.9
Belgium (1995) 19.3 15.7 32.5
Denmark (1995) 52.3 27.3 53.2
Finland (1995) 24.9 15.0 31.9
France (1995) 7.1 5.2 12.0
Germany (1994) 13.9 9.6 21.3
Greece (1994) 4.5 2.8 10.7
Ireland
Italy (1995) 14.8 11.5 29.1
Luxembourg
Netherlands (1995) 13.0 9.6 21.2
Portugal (1993) 8.4 7.1 20.6
Spain (1995) 12.2 9.2 28.1
Sweden (1995) 29.5 18.6 36.8
UK (1994) 14.0 9.9 29.7

Notes:a. These figures are based on Table 8 in OECD (1997), the income and outlay account
for each country, where total disposable income is equal to row 20, less row 4, less row 31.
Spaces are left blank in cases where the information is missing in the national accounts. b. Total
tax refers to all direct and indirect taxes and social contributions collected at all levels of gov-
ernment.
Source:OECD (1997), Tables 6, 6.1 and 8.

8 Cathal O’Donoghue and Holly Sutherland
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A country with a relatively small income tax system will only be able to use
that system to accomplish a small amount of redistribution. In this sense, the tax
treatment of Danish families has a potentially much larger impact on the living
standards of these families than the Greek system has on Greek family incomes.
However, from the perspective of the fairness of the tax system – the distribu-
tion of shares of the income tax burden on families or individuals of different
types – it is the structure rather than the size of the system that matters.

■ 3.2 Income tax and the rest of the system

The size of income taxation affects the scale of the redistribution that is pos-
sible, but the tax structure is also important. If the structure is characterized
by a smaller base and higher marginal rates, then larger proportions of the
population will not be paying income taxes. In this situation the scope for
using the tax system as a mechanism for horizontal redistribution is limited to
that part of the population that is within the system. Targeting resources on
low-income families must be accomplished by other means, or the integration
of the tax and benefit systems can be considered. Refundable tax credits are
one form of integration. If they depend on status alone, they are equivalent, in
distributional terms, to a universal cash benefit. However, the method of
administration and the means of delivery of these resources may also deter-
mine their effectiveness. A distinction can be made between systems which
are automatic and those in which concessions or entitlements must be
claimed. If, during times when income is low, a tax refund must be claimed,
then this system may be less effective than a cash payment which is made
regardless of income or status. Systems which can be made automatic may not
only reduce the problems of non-takeup, but they may also reduce adminis-
trative costs and the likelihood of fraud.

In many countries, of course, while the tax and benefit systems are not for-
mally integrated, they operate in a complementary manner in the sense that they
operate alongside each other and may interact (for example, the child benefit
may be taxable). Thus, it is important to remember that our focus on income tax
provides only a partial picture of the instruments which are used in EU coun-
tries to support the family or to redistribute resources towards children.

Besides the nature of the tax schedule, other features of the national income
tax system and the rest of the tax-benefit system with which it interacts will
modify the impact of “horizontal” instruments. For example, the impact of
taxing the incomes of children jointly with those of parents will depend on the
definition of a “child” within the system. In some countries, unmarried chil-
dren as old as 30 might be included, implying a very different effect than if



children are assumed to be only those young people still in secondary school
(and unlikely to have significant incomes).8 Similarly, the significance of
offering tax relief on school tuition fees will depend on the prevalence of pri-
vate education.

■ 3.3 Income tax and the composition of the tax base

Family structures and employment patterns can vary substantially among
countries. In carrying out a study of family obligations, Millar and Warman
(1996) have developed a three-part model of family types in Europe:
Scandinavian-Anglo, Mediterranean-Ireland and Central. The Scandinavian-
Anglo model is characterized by high rates of cohabitation and divorce, a very
high proportion of extramarital births, relatively high fertility (except for
Britain) and large numbers of people living alone. The labour force participa-
tion rate of married women tends to be much higher in these countries than it
is in the other groups. The Mediterranean model, on the other hand, tends to
have very low cohabitation rates, low divorce, low extramarital birth rates,
small numbers of people living alone, low married female participation rates
and relatively low birth rates (except Ireland). Central countries in general fall
between these first two groups, with marriage rates generally higher than in
northern countries and lower than in southern countries, with the reverse the
case for cohabitation rates. Divorce is not as prevalent as in the north, but
more so than in the south, and in general birth rates are higher than those in
the south and lower than those in the north. The proportion of single-person
households is similar to that in the north, and female participation rates are
similar to those in Mediterranean countries.

Existing national tax systems can be seen as reflecting underlying social struc-
tures. Countries with low female participation rates and stable marriages tend to
assume financial dependency within couples and to target tax concessions on
one-earner couples. Countries with high female participation and high rates of
cohabitation and divorce are more likely to assume individual financial autono-
my and to favour independent taxation. Of course, this is not uniformly the case,
nor is it necessarily true that the development of national tax systems always
keeps pace with social and economic change. This reality will determine the
effect of the tax system on current incomes and incentives, whether or not the
assumptions behind current tax systems reflect what is actually happening.
Underlying factors such as rates of marriage and divorce, fertility and labour par-
ticipation, together with the distribution of earnings and unemployment, will

10 Cathal O’Donoghue and Holly Sutherland

8 Annexe 2 outlines the dependency definitions in use in European income tax systems.



9 Information in this section is based primarily on responses to questionnaires on tax and benefit policies in each
of the member states, collected as part of the Euromod Preparatory project. These are reported in full in Sutherland
(1997b). Information is supplemented by other sources, including Jepsen et al. (1997) and OECD (1993).

10 Except where otherwise specified, we treat all couples as though they were legally married and do not dis-
tinguish between married and cohabiting couples. Annexe 2 describes the actual treatment of cohabiting cou-
ples in each of the EU countries.

11 The relationship is direct if, for example, child tax credits depend on the number of children. It would be
indirect if, for example, a tax relief derives from home-purchase loans, which are more common among par-
ents of dependent children than they are among younger or older groups.
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affect the share of total taxable income that is earned by couples and the position
of couples and children in the overall income distribution. In turn, this will deter-
mine the amount of redistribution that the tax system must achieve if particular
goals in terms of the living standards of families with children are to be realized.

In conclusion, it is clear that many factors must be taken into account in any
comparison of the effect of tax systems and in any evaluation of their treatment
of the family and their impact on the living standards of children. The next sec-
tion provides one piece in the puzzle by reviewing the existing structural arrange-
ments in the EU countries in some detail and classifying system types, while
abstracting from their size or the extent of the redistribution that they accomplish.

4. Review of Current Practice

In this section we survey how family tax instruments are used in the countries
of the European Union.9 We focus on how the elements of national tax systems
make allowance for children, marriage and the distribution of income within the
family.10 Figure 1 outlines the main elements of an income tax calculation.
Incomes come from many different sources which may be taxed in different
ways. For example, individuals receive earnings as employees or as self-
employed and income from investments and property and from benefit and
insurance plans. The tax basecan relate to family structure by exempting fam-
ily-related income (such as child benefits) or deducting expenditures on fami-
ly-related consumption. The tax unitis the unit over which the tax base is aggre-
gated. In principle, the unit can vary in definition for different types of income.
In practice, the assessment unit is usually the individual, the couple, or the cou-
ple plus the dependent children. Personal allowances, which may relate to fam-
ily size and composition, are subtracted from the unit’s aggregate tax base to
produce taxable income. Taxable income is applied to a tax scheduleof tax rates
and bands to produce gross income tax. Finally, tax creditsand flat rate reliefs
are subtracted to produce net income tax. These credits and reliefs may relate
directly or indirectly to the composition and characteristics of the tax unit.11

Further explanation of each of these terms can be found in Annexe 1.



■ 4.1Tax unit

The general trend in EU countries over the last 20 years has been a move
towards independent taxation and away from joint taxation. Three broad types
of joint taxation – aggregation, income splittingand the family quotient– are
defined in Annexe 1. Since the 1970s Austria, Belgium, Denmark, Finland,
Italy, the Netherlands, Spain, Sweden and the UK have moved away from a
primarily joint system of taxation of earned income (OECD 1993). In addi-
tion Greece has had an independent system for some time. The other countries
still have joint assessment. However, a number of countries with independent

12 Cathal O’Donoghue and Holly Sutherland
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taxation as the main system operate parallel joint taxation systems for certain
types of income such as income from capital or self-employment income.
Others which have joint tax systems allow couples the option of using indi-
vidual tax assessment in certain circumstances. Table 2 summarizes the cur-
rent situation.

Table 2:Types of joint taxation in EU countries

Joint tax assessment of couples    Children’s income included?

Austria None No
Belgium Property income taxed jointly, Yes

and family quotient used when 
one spouse has low income

Denmark Capital income taxed jointly No
Finland None No
France Family quotient Yes 

(depends on income level)
Germany Optional income splitting No
Greece None No
Ireland Optional income splitting No
Italy None No
Luxembourg Aggregation Yes
Netherlands Property income is assessed Investment income only

with income of higher earner
Portugal Income splitting Yes 

(if less than minimum wage)
Spain Optional aggregate taxation Yes
Sweden None No

(joint taxation of wealth only)
UK None No

Sources:Responses to Euromod Income Tax Questionnaire, Jepsen et al. (1997).

France, Portugal and Luxembourg are the only countries with mandatory
joint taxation for couples for all incomes. In France, income is jointly taxed
through a family quotientsystem. This divides the family’s taxable income by
a quotient which depends on family size. The resulting calculated tax is mul-
tiplied by the same quotient. Portugal uses a system of income splitting(with
a quotient of 2, or 1.9 if one spouse has at least 95 percent of a couple’s joint
income). Luxembourg relies on the aggregation method of joint taxation. The



countries allowing couples the option of joint taxation include Germany,
Ireland and Spain. Germany and Ireland use the income splitting system (a
quotient of 2 for couples, 1 for single individuals). Spain relies on the aggre-
gation method, but if a household opts for joint taxation, then, except at the
bottom of the scale, the widths of the tax bands are less than double those for
single people.

The countries having some elements of joint taxation, although employing
largely individual tax systems, include Belgium, the Netherlands and
Denmark. In Belgium and the Netherlands the property income of couples is
assessed with the higher earned income. Also in Belgium, families with one
earner or with a low-income second earner can use a family quotient, which
means that 30 percent of income can be transferred to the lower income
spouse, up to a ceiling. In Denmark capital income over a certain threshold is
taxed as part of the higher earning spouse’s income. The tax is then distrib-
uted in proportion to the capital income over a certain level. In Belgium and
the Netherlands a proportion of self-employment income can be attributed to
a “helping spouse” and then assessed separately.

As shown in Table 2, some countries also extend the tax unit to include
children’s incomes. In Belgium a child’s income is taxed with the income of
the higher earning parent. In the Netherlands the income from the capital
(over a limit) of children under 18 is deducted from the allowance for the
capital income of the higher earning parent. In France unmarried children
with low incomes can opt to be included in the family quotient and have their
incomes jointly assessed with their parents’ incomes. Spain and
Luxembourg both include children’s incomes in the aggregation of the fam-
ily tax base.

■ 4.2Tax base

Most countries exempt certain family-related incomes from the tax base, as
shown in Table 3. Child benefits in most countries are fully or partially
exempt from income tax (based on the idea that they are substitutes for tax
allowances or credits). Means-tested social assistance benefits, too, are
mainly exempt. However, it must be noted that many of these transfer pay-
ments are targeted at people with low incomes and thus may escape the tax
net anyway. Although no details are given here, in some countries mainte-
nance payments from absent parents are exempt from income tax (and are
paid out of post-tax income). In other cases, payments are tax deductible, and
the receipts count as taxable income.

14 Cathal O’Donoghue and Holly Sutherland
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Table 3:Family-related income which is exempt from income tax

Incomes exempt from income tax

Austria SAB, CB and UB
Belgium SAB and CB
Denmark CB
Finland SAB and CB
France SAB and CB
Germany SAB and CB
Greece CB (90 percent deductible), SAB and sickness benefits
Ireland CB and child elements of SAB and SIB
Italy SAB
Luxembourg SAB and CB
Netherlands CB
Portugal SAB, CB, UB and sickness benefits
Spain None
Sweden SAB, CB (not special CB for disabled) 

and accommodation allowance
UK SAB and CB

Note:CB = child benefit, SAB = means-tested social assistance benefits, UB = unemploy-
ment benefits, SIB = social insurance benefits.
Source:Responses to Euromod Income Tax Questionnaire.

■ 4.3Tax allowances and tax credits

The use of tax allowances and credits to account for family differences varies
a great deal among countries, as shown in Table 4. Lone parents, families with
children, married couples and one-earner couples are all family types which
may attract family-related tax concessions.

Children themselves attract tax allowances in Germany and tax credits in
Austria, Belgium, Greece, Italy and Spain. In some countries universal (or
mildly income-related) child benefits act as refundable tax credits, although
they are typically not administered through the tax system.

In Germany an extra child allowance is payable if the parents are owner-
occupiers. In addition, if the child tax allowance is not all used, then up to 19
percent of the unused allowance can be paid as a cash transfer. Lone parents
are entitled to extra allowances in Germany, Ireland, Luxembourg and the
Netherlands. Tax credits for lone parents are available in Austria, Belgium and
the UK. In the Netherlands, single parents with employment income and at
least one child under 27 get an allowance which is proportional to income and
subject to limits.



Table 4:Family-related tax allowances and tax credits in EU countries

Family Family Universal
tax allowances tax credits child benefitsa

Austria None Children, lone parents, Yes
one-earner couples

Belgium None Children, lone parents,
one-earner couples,
widows, other dependants,
disabled children Yes

Denmark None Transferable tax credits Yes + lone-parent 
supplement

Finland None None Yes + lone-parent 
supplement

France None None
Germany Allowances for old None Yes (maximum is 

age, lone parenthood, income related)
children, owner-
occupiers with children

Greece Handicapped persons Children, one-earner Yes (maximum is
couples income related) + 

lone-parent 
supplement

Ireland Allowances for Yes
widow(er)hood, caring,
disabled children,
lone parenthood

Italy None Children, No
other dependants, spouse
(all income dependentb) 

Luxembourg Lone parent allowance None Yes
Netherlands Lone parent allowance Lone parents Yes

(varies by age of child); 
single allowances are 
transferable between 
spouses

Portugal None One-earner couples Yes
Spain None Children, other dependants No
Sweden None None Yes
UK None Married couples, Yes + lone-parent

lone parents supplement

Notes:a. Broadly equivalent to refundable child tax credits. b. If one spouse has income
less than a set limit, then the other spouse receives a credit. The value of this credit also
depends on the recipient’s income.
Sources:Responses to the Euromod Income Tax Questionnaire, Jepsen et al. (1997).
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Austria, Belgium, Italy, Greece and Portugal have allowances for couples
with only one earner. In Greece this allowance is only available if there are
no dependent children. Both Italy and the UK have tax credits for married
couples that are paid even if there are two earners. In Italy, there is an addi-
tional tax credit for one-earner couples, including couples where one spouse
earns a small amount. It is partially income dependent in the sense that its
value falls as income rises up to a limit and is then allowed at a flat rate. The
tax credit in the UK is greater for pensioners and can all be claimed by one
spouse or split between them. In Denmark credits may be transferred between
spouses, and in the Netherlands if one spouse has income which is less than
the personal allowance, the allowance may be transferred to a higher earning
spouse.

Special allowances and credits may be available for older people,
widow(er)s, carers, disabled people and the parents of disabled children.
Allowances for the elderly may be transferred in Ireland.

■ 4.4Deductions and reliefs

Table 5 summarizes the deductions which can be made from the tax base for
family-related expenditures and also the reliefs on expenditure that take the
form of deductions from tax (as tax credits). In some cases, where the deduc-
tion is automatic and calculated according to a formula rather than actual
expenditure, there is little to distinguish deductions and reliefs from
allowances and credits. For example, some countries give allowances or cred-
its if children are in education. In France tax credits are available for children
who attend secondary or tertiary education. Germany gives higher child
allowances if a child is in education. Austria allows families an automatic spe-
cial deduction for expences up to a limit which varies with family composi-
tion and by the number of earners in the family. In Greece life assurance
expences up to a proportion of total family income can be deducted, and
deductions are shared between spouses according to income. Other family
expence deductions, based on officially recognized receipts, are used by the
husband and are only transferable if he does not use them all. Portugal allows
a number of deductions which vary according to marital status and include
insurance payments and the cost of long-term care for elderly parents.

A number of countries allow some expenditures related to children’s edu-
cation to be tax deductible. These expenditures include, in Greece, rent paid
by children who are in education away from home, in Italy, a proportion of
tuition costs for children in state schools and universities, and, in Portugal,
tuition costs.



The costs of childcare are another important deduction related to family sta-
tus. Belgium permits 80 percent of childcare costs to be deductible. In France
there is a childcare allowance for children under 4 up to a daily limit, and for
children under 7 up to 25 percent of childcare expences are deductible. In
Germany lone parents can claim a lump-sum deduction to cover childcare
costs. Up to 40 percent of childcare expences can be deducted in Greece. In
the Netherlands childcare can be deducted for single parents, but only for
expences overa limit for married couples. Spain treats tax relief for childcare
costs as a tax credit: 15 percent of childcare expences are deductible from
taxes up to a ceiling.

Table 5:Family-related tax deductions and reliefs in EU countries

Tax deductions Children’s education Childcare
for family-related 
expences

Austria Automatic expence No No
deduction varies with 
family composition

Belgium No Yes, 80 percent
Denmark None No No
Finland None No No
France None Yes (credit) Yes
Germany None Yes (allowance) Yes, for lone parents
Greece Family-related Rent when in Yes

expences with official education deductible 
receipts; life assurance 
expences

Ireland None No No
Italy Life assurance Tuition costs deductible No

expences
Luxembourg None No
Netherlands None No Partially, depends 

on income
Portugal None Tuition costs deductible
Spain None No Yes, 15 percent of 

expences up to 
a maximum

Sweden None No No
UK None No No

Sources: Responses to the Euromod Income Tax Questionnaire, Jepsen et al. (1997).
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■ 4.5Tax schedule

The progressivity of the tax schedule influences the way the value of family tax
concessions increases with income. In addition, the location of families of dif-
ferent types on the schedule affects the extent to which the tax system can be
used to target measures on people with low incomes. Table 6 shows that there
is wide variation in tax schedules among countries. The range between top and
bottom tax rates varies from 54 percentage points to 20, and the lowest rate
varies from 2.5 to 39 percent. The table shows average tax rates for single peo-

Table 6:Income tax schedules in the EU, April 1996

Number Minimum Maximum Marginal Average tax  
of bands rate rate tax rate on rate on  

average wagea average wagea

Austria 5 10 50 32 9.2
Belgiumb 7 28 58 45 28.2
Denmarkc 4 39 67.5 48.1 35.8
Finlandc 6 24.53 58.75 44.53 26.3
France 6 12 56.8 25 8.8
Germanyd — 19 53 34 21.6
Greecee 5 5 45 15 2.0
Ireland 2 27 48 48 25.6
Italy 7 10 51 34 17.8
Luxembourg 17 2.5 52.5 30 12.7
Netherlands 3 6.35 60 6.35 5.5
Portugal 4 15 40 25 8.75
Spain 17 20 56 27 17.1
Swedenc 1 27.5 58.8 38.0 33.7
UK 3 20 40 24 16.9

Notes:a. These calculations refer to single people aged 30 with approximately median
earnings and no other income. Marginal tax rates are deduced by the authors on the basis
of the average tax rate calculations contained in responses to the Euromod question-
naires. b. Includes 3 percent austerity surcharge. c. All tax rates include local income
taxes in the Nordic countries, where these form a very significant portion of total income
taxes. Each country applies a proportional tax which varies by locality. In Denmark and
Finland the minimum tax rate column includes the lowest local tax, and the maximum
includes the highest local tax. In Sweden, however, the average local rate is included in
both. d. The tax schedule is not based on tax bands, but on a polynomial. e. This does
not refer to withheld income tax which has ten bands, with a minimum rate of 2 percent
and a maximum rate of 30 percent. The Greek calculations assume typical levels of rent
and household expences, which are deductible.
Source:Responses to the Euromod Income Tax Questionnaire. In some cases the infor-
mation refers to income earned in 1995, in others, to income earned in 1996.



ple (age 30) on median earnings and thus indicates how the importance of
income tax can vary among countries. The variation in marginal rates faced
by a person on average earnings partly confirms this, but also demonstrates
how the person on average earnings is positioned in terms of the national tax
schedule. For example, such a person faces the top rate of tax in Ireland, but
the bottom rate in the Netherlands.

There are a number of cases in which the tax schedule varies according to
family type. In Ireland the tax schedule can vary at the bottom of the income
distribution through the use of exemption limits and marginal relief (see
Annexe 1). In Portugal liability for income tax is subject to a constraint that
income cannot be taxed if it is less than the minimum wage. In Spain the tax
schedule for joint taxation is different from that for separate taxation.

■ 4.6Summary

To conclude this section, we draw out some general similarities and differences
among the family tax arrangements across EU countries. Table 7 summarizes,
under five headings, the main types of income tax instruments described above.
We categorize countries into four groups, divided between those with joint tax
systems and those with individual tax systems.12 Our categorizations are based
on the existence of particular instruments in national income tax systems and
not on the extent of redistribution within the systems. Within groups, we order
countries alphabetically; no distinction is drawn among countries within the
group. For example, Sweden is more purely a Group-A country with no family
tax instruments than is Denmark, which has transferable tax credits.

The first group we consider (Group A) includes the countries with fewest
family tax instruments within the income tax system. These countries have
independent taxation of couples, do not have any major tax-based redistribu-
tive mechanisms for families with children and correspond to the
Scandinavian-Anglo group of Millar and Warman (1996). The remaining
groups, however, do not fit so neatly into the taxonomy of Millar and Warman,
with each group containing both “Central” and “Mediterranean” countries.
Group B consists of those countries using independent taxation, but having
instruments which account for both couples and children; it contains Austria,
Greece, Italy and the Netherlands.13 We also consider two groups of countries
which employ joint taxation: Group C, which has optional joint taxation and
consists of Belgium, Germany, Ireland and Spain, and Group D, which has
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12 For this generalization, we consider a system to be joint if employee income can be taxed jointly.
13 Note that the existence of more horizontal redistributive instruments does not mean that there is more hor-

izontal redistribution.
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mandatory joint taxation and includes France, Luxembourg and Portugal.
We might expect countries with greater proportions of dependants to have

more concern for horizontal redistribution. Table 7 also provides indicators of
the extent of dependency. It shows that countries with low married female

Table 7:Types of family taxation in EU countries

Joint Allowances Expenditure Employment Fertility
taxationa and credits deductions rate of rate

married 
women

1 2           3                4     5 6 7

Child    Couple    Lone parent

Group A: Independent tax, few family tax instruments
Denmark N N N N Y 57.9 1.76
Finland N N N N N 58.2 1.85
Sweden N N N N N Highb 2.09
UK N N N Y Y 54.6 1.79

Group B: Independent tax, many family tax instruments
Austria N Y N Y Y 50.2 1.51
Greece N Y Y N Y 35.0 1.39
Italy N Y Y N Y 31.7 1.25
Netherlands N N Y Y Y 42.6 1.59

Group C: Optional joint taxation
Belgium Y Y Y Y Y 41.9 1.58
Ireland Y N N Y N 46.3 1.40
Germany Y Y Y Y N 34.9 2.02
Spain Y Y Y N N 25.3 1.23

Group D: Mandatory joint taxation
France Y Nc Y N N 47.1 1.73
Luxembourg Y N N Y N 33.6 2.12
Portugal Y N Y N Y 52.8 1.55

Notes:a. If joint taxation includes only capital income or self-employment income, then
we do not categorize this country as having a joint system. Our rationale is that this form
of taxation is designed to prevent evasion and not to act as a redistributive mechanism.
b. The Eurostat labour force survey does not include married women employment rates
for 1995 in Sweden. However, from other data sources, we find that employment rates
are similar to those in other Scandinavian countries and thus can be considered high. c.
Although France does not explicitly have child tax allowances, the family quotient sys-
tem of taxation means that the tax system is highly distributive towards families with
children.
Sources:Columns 1-5: Tables 2-5, Column 6: Eurostat (1997), Column 7: Millar and
Warman (1996).



employment rates are more likely to have couple-related tax instruments. The
opposite, however, is the case for child-related instruments. Thus, with the
exception of France, the seven countries with child-related tax instruments
have the seven lowest fertility rates. This is a reflection of our focus on just
one part of the tax-benefit system. As Table 4 shows, all EU countries include
some child-related concession in their systems. Many countries use the bene-
fit system as the main vehicle. The Mediterranean countries, however, with
very limited child benefits and social assistance benefits, are more likely to
channel this redistribution through the tax system. Although Austria, France
and Germany all have generous child benefits,additional redistribution is
achieved through the tax system for a variety of historical and legal reasons.
For example, Germany has child tax allowances because of a constitutional
provision which ensures that a minimum subsistence-related amount is
exempt from taxation.

Finally, tax instruments which favour lone parents are generally available
in the EU, except in Mediterranean countries, where lone-parent rates tend to
be low, and in Scandinavian countries, where typically there is generous pro-
vision in the benefits system and through state-funded childcare services.

Two of the Group D countries, France and Portugal, have above average
employment rates for married women. One might therefore expect more
demand by married women for independence over their tax affairs. However,
tax rates as described in Table 1 are quite low in these countries, and tax
instruments such as joint taxation are thus likely to have less of an impact on
family incomes than they do in other countries with more important income
tax systems.

Our classification of family tax arrangements into four groups is made
on the basis of theexistenceof different provisions within the tax systems
and is a means for drawing out some general comparative points. This com-
parison does not make any assessment of the extent of the horizontal redis-
tribution which takes place within the systems. It may in fact be the case
that a country with few family instruments accomplishes more redistribu-
tion than does a country with many such instruments. Three additional fac-
tors need to be taken into account for a full comparison of the redistribu-
tive properties of the national systems: (i) the size of the income tax sys-
tem, (ii) the size of the instruments in question and (iii) the nature of the
underlying population and the pre-tax income distribution. The following
two sections focus on the second of these, holding variations in the first and
third constant.
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14 See Atkinson and Sutherland (1983).
15 See Table 4. No adjustments are made to compensate for the loss of the tax credits.
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5. Comparing Family Tax Instruments: 
A Microsimulation Exercise

Most cross-country comparisons of the tax treatment of families have focused
solely on the treatment of hypothetical or “model” families. For example,
Pechman and Engelhardt (1990) have compared the family tax provisions and
the tax liabilities for different stylized family types in 11 industrialized
nations. More recently Jepsen et al. (1997) have examined average and mar-
ginal tax liabilities for different family types in each EU country. The OECD
Jobs Study(OECD 1995) has also relied on this method to examine work
incentives for different family types. Although these exercises are useful for
highlighting points about the tax system for particular family types, they do
not take into consideration the wide variation in family circumstances, nor the
differences in detail (such as the source of income or the existence of tax
reliefs on expenditure) that may have a significant effect in some situations.

Of pertinence to the current study are the relative sizes of the incomes of
husbands and wives and the relative sizes of the incomes of families with chil-
dren and of those without children. Typically, model family analysis explores
just a few variants, but these may not be the most “typical”, and they may fail
to cover important sets of circumstances.14 The method of comparison we
employ makes use of a microdataset of real households taken from a sample
survey. Not only are all the most relevant family types present, but the dataset
as a whole can be taken as representative of the population, and the relative
importance of each type of circumstance can be assessed.

We use a microsimulation method to simulate the effects of different tax
treatments of the family. The dataset we use comes from just one country, the
UK, so our analysis abstracts from national differences in income distribution,
participation in employment, marriage rates, fertility and so on. The use of a
constant population allows us to focus on the tax instruments themselves,
drawing out their impact on the relative tax burdens of families with children
compared to families without children, on the income distribution and on the
incentives of husbands and wives to earn income.

Our starting point is an independent tax system, with no tax concessions tar-
geted directly on marriage, parenthood or children. It is based on the 1997/98 UK
tax system, with the existing tax credits for married couples and lone parents
removed.15 Thus, the neutral position against which we compare other systems is
that of equal treatment of individuals rather than equal treatment of family units.



16 In the UK in 1997/98 any income from capital that fell in the standard rate band was taxed at a rate 3 per-
centage points lower than the rate on earned income in that band. To simplify matters here, we assume a uni-
form rate throughout, regardless of source.
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The rest of the UK tax system provides the context for our simulations of
family taxation. We assume the 1997/98 tax schedule, definition of the tax
base and tax expenditures, and level of personal allowance.16 For more details,
see Annexe 3.

The instruments we consider are “borrowed” from other European coun-
tries, and for convenience we refer to them below by the name of the country.
However, it should be clear that, following the methodology used by
Atkinson, Bourguignon and Chiappori (1988), who explored the effect of the
UK system on the French population, we only model a simplified version of
limited parts of these national tax systems, and the underlying data describe
the population of the UK, not that of the country concerned.

■ 5.1The taxation of couples

First, we consider five types of concession to couples. Two are based on inde-
pendent tax systems (individual assessment).
● An additional allowance granted to married couples and lone parents. In the

case of couples, it is assumed to be allocated to the husband in the first
instance, and any part that is unused is transferred to the wife. This is the
UK system.

● Personal allowances are transferable between husband and wife on an all-
or-nothing basis. (If one spouse has an income less then the allowance, it is
transferred to the partner.) This is the system as it operates in the
Netherlands.

We consider three types of joint taxation, following the discussion in
Section 4.
● Joint taxation (aggregate) as in Spain, where the incomes of spouses are

aggregated, and the tax threshold and width of bands are increased.
● Joint taxation (income splitting) as in Germany, where aggregated incomes

are divided in two and applied to the same tax schedule as for a single per-
son. The resulting tax is then multiplied by two.

● Joint taxation (family quotient) as in France, where aggregated incomes are
divided by a quotient depending on marital status and number of children.
The tax is calculated on this amount, and the resulting figure is multiplied
by the quotient. There is a maximum reduction in the tax which can derive
from the child part of the quotient.



17 The definition of “children” in the UK for tax purposes is much more restrictive than that in Spain. In the
UK few children have income above the tax threshold.

18 The 16th band increases by 54 percent.
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We compare different policies using the microsimulation model for the UK,
Polimod, which is based on data from the Family Expenditure Survey and is
described in Redmond, Sutherland and Wilson (1998). The translation of the
structure of family taxation from one tax system into another tax system,
which may operate on a very different scale, is not always obvious. The bor-
rowed structures are transplanted into the UK system in the following way.

For the different treatments of couples, we assume that the alternative struc-
ture retains the same proportional relation to the treatment of single people in
the country concerned, but scaled to the size of allowances and width of bands
in the UK and using the UK tax base. This means that the alternatives all have
different revenue implications. This is partly a product of differences in relative
generosity to couples as a whole within the actual national tax systems and part-
ly a result of reliance on the UK tax schedule and tax base as the context for the
simulation. The combination of a relatively comprehensive tax base with rela-
tively low marginal rates in the UK has an effect on the impact of the alternative
treatment of couples that is different from the various national tax schedules
(which may be more progressive or involve generally higher marginal rates) and
tax bases (which may be narrower or include different types of income or relieve
different types of expenditure). To explore the effect of different tax schedules,
we use two schedules. The first is the actual 1997/98 UK schedule, and the sec-
ond is a more progressive schedule which raises the same revenue under full
independent taxation. More information is provided in Annexe 3.

In detailed terms, the alternative schemes are translated for the UK system
as follows.
● UK: The existing tax credits for married couples and lone parents are restored
to their 1997/98 monetary values. As in that year, they are allowed at a fixed
rate of only 15 percent, meaning that they are worth just 30 percent as much as
the single personal allowance to a standard rate (23 percent) taxpayer.
● Netherlands: The UK single personal allowance is deemed to be transfer-
able between spouses.
● Spain: The income of both spouses is added to form the joint tax base. We
ignore children’s income, which continues to be taxed separately.17 In Spain,
under separate taxation, there are 17 bands, for which the marginal rate of tax
varies from 20 to 56 percent. Under (optional) joint taxation, this becomes 16
bands. In addition, the personal allowance and the width of the first tax band
are approximately doubled. The width of all the other bands is increased by
about 10 percent.18 In order to approximate the Spanish form of joint taxation



in the UK context, which has only three tax bands, for couples we double the
UK personal allowance and the width of the lowest rate band (20 percent) and
increase the width of the standard rate band (23 percent) by 10 percent. Under
the alternative progressive tax schedule, which has more bands and a larger
allowance, the allowance and the width of the first band are doubled, and the
widths of the remaining bands are increased by 10 percent.
● Germany: For married couples, the incomes of spouses are aggregated and 
halved, and this tax base is applied to the individual tax schedule to arrive at
half the couple’s tax liability. UK tax reliefs are deducted as credits. Here,
they are deducted before the final stage of doubling the tax, making them
more generous in some circumstances than they are under the independent tax
system.
● France: Table 8 outlines the way the French family quotient is calculated. 
Additional children increase the quotient by 1. For married couples, the
incomes of spouses are aggregated, and, for both married couples and lone
parents, this tax base is divided by the quotient and then applied to the indi-
vidual tax schedule. The resulting tax is multiplied by the quotient to arrive at
the family’s tax liability. There is a limit to the extent to which the tax can be
reduced as a result of the child portion of the quotient. This limit was
31,240FF per annum per child quotient weight in France in 1995. Because the
French and UK tax schedules are very different, we translate the value of this
limit by relating it to the size of the personal tax allowance. The ratio of the
reduction limit to the individual tax allowance in France in 1995 was 1.406.
This ratio is applied to the UK personal allowance to derive the maximum
annual tax reduction when the “French” family quotient is introduced into the
1997/98 UK tax system. UK tax reliefs are deducted as credits. Here, they are
deducted before the final stage of the application of the quotient, making them
more generous in some circumstances than they are under the independent tax
system. We ignore children’s income, and assume that it continues to be taxed
separately.

Table 8:Definition of the family quotient

Number of children Single Married

0 1.0 2.0
1 2.0 2.5
2 2.5 3.0
3 3.5 4.0
4 4.5 5.0

Source:See Bourguignon et al. (1997).
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19 Another option, not taken here, is to make the allowance transferable to the father if the mother cannot
use it. The advantages and disadvantages of such transfers are similar to those of the transferability of adult per-
sonal allowances between spouses. These are discussed in Section 2 and illustrated in Section 6.
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■ 5.2The tax treatment of children

The five alternative tax arrangements for couples that are outlined above
mainly concern the treatment of marriage and the incomes of husbands and
wives. We can contrast the indirect effects of these arrangements on families
with children with tax concessions which are directly targeted on children.
These may take the form of allowances or credits which may vary in size
according to the age and parity of the child. In order to illustrate the distribu-
tional effects of different treatments of children, we simulate the following
alternatives.
● Child tax allowances to be set against the taxable income of the higher 
income parent.
● An increase in the child benefit.

In both cases, for simplicity, we examine the effects of a concession which
does not vary with the age or parity of the child. In general, the horizontal and
vertical effects of child concessions also depend on whether they are integrat-
ed into an independent or a joint taxation system, and in the former case they
further depend on whether the mother or father receives the benefit of the con-
cession or whether it is transferable between parents. The UK system, which
we use as a starting point, already has a universal child benefit which is
payable in the first instance to the child’s mother. We assume that the increase
in the benefit is also paid in this way. To introduce a child tax allowance under
independent taxation, we must choose which parent should receive the
allowance to set against taxable income. In this exercise we assume that the
child tax allowance is set against the income of the parent with the higher
income (usually the father). This has the effect of maximizing the benefit to
thefamily. Since only a minority of mothers in the UK have sufficient taxable
income to be able to benefit in full from child tax allowances, allocating them
to the mother would prevent many families from benefiting.19 Our modelling
focuses on family incomes and does not distinguish among the effects of tax
measures on individual incomes within the family. However, as discussed in
Section 2, child welfare may be best served by maximizing the independent
incomes of mothers, and the importance of this aspect – and the difference
between the two policy alternatives in this respect – should not be forgotten.

In each case we scale the size of the tax allowance or benefit increase so
that its introduction into the UK system costs the same as would one of the



arrangements for couples considered above. This allows us to compare “fam-
ily” instruments to those that are targeted directly at children. We scale the
size of the changes so that they cost the same as the introduction into the UK
of (a) the married couple and lone-parent tax credits of the UK and (b) the
family quotient of France.

6. Comparing Family Tax Instruments: Simulation Results

■ 6.1 Distribution

Table 9 shows how the alternative tax treatments of couples have very different
revenue implications. The revenue effect itself is an indicator of the relative
generosity to couples of the alternative schemes. Using the UK tax schedule,
the UK system costs £3.5 billion per year – about 5 percent of total income tax
revenue – and benefits all taxpayer couples and lone parents. (Some 25 percent
of couples and the majority of lone parents have incomes below the tax thresh-
old before the introduction of any of the alternative schemes.) The system in the
Netherlands costs £5.2 billion and only benefits couples in which one spouse
does not use his or her personal allowance and the other spouse does. However,
the size of the gain for these people is much larger. (The single allowance which
is transferred is worth about three times as much at the lowest marginal rate as
the married couple’s tax credit.) The German system costs substantially more
(£8.6 billion) because high-income couples benefit particularly from joint tax-
ation. However, the Spanish system costs less (£3.3 billion) because the higher
bands are widened by less than 100 percent; higher income couples actually
lose from this form of joint taxation, and the net cost is similar to the much less
vertically redistributive UK system. Finally, the French system costs 70 percent
more (£14.4 billion) than does the German system because it includes a gener-
ous allowance for children in the quotient calculation.

For the French system and to a small extent for the UK system (via the
lone-parent tax credit), there are direct effects on families with children.
However, also of interest are the indirect effects: the proportion of the tax
reduction that is targeted on families with children by virtue of the tax con-
cessions to couples. While families with children themselves make up 24 per-
cent of all families and 49 percent of all couples and lone-parent families in
the UK population, the proportion of the tax reduction falling on families with
children varies from 40 percent for the Dutch system to 73 percent for the
French system. In each of the three joint taxation cases, families with children
gain more in proportion to their numbers than do childless couples. Thus, joint
taxation appears especially to benefit children. In both of the independent-tax-
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20 The self-employed are not counted as earners in these calculations. Here and throughout this section, “children”
are all people under 16 or under-19-year-olds who are in full-time secondary education. Clearly, many of the older
“couples without children” are parents; their children have simply ceased to be defined as dependent.

21 The OECD scale counts family members in a ratio of 1 : 0.7 : 0.5 (first adult : other adults : children under 14).
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ation-based systems, families with children gain less than do couples without
children. This is particularly interesting in the case of the system in the
Netherlands. One might expect one-earner couple families – the main benefi-
ciaries – to include a disproportionate number of children. This is not the case
in the UK population, in which 24 percent of one-earner couples have chil-
dren, contrasted with 46 percent of two-earner couples. For those couples with
children, the average number for one-earner couples is 1.8, while for two-
earner couples it is 1.7.20

Table 9 also shows the effect of three of the schemes on the alternative
assumption that a more progressive tax schedule is in place. Not only is the
revenue cost of tax reductions for couples greater under a progressive sched-
ule in all cases, but the targeting of the reduction on higher income couples is
also sharpened. This illustrates the fact that the more progressive the tax
schedule, the greater the impact of joint taxation.

Table 9:The costs and benefits of alternative tax treatments of couples

With UK tax schedule With progressive schedule

Revenue % total % % % total gain to Revenue % total 
cost gain to couples couples 50% of cost gain to 50%
(£ billion/ families gaining losing couples with (£ billion/ of couples with
year) with highest  year) highest incomes

children income

UK 3.45 43 75 0 54 — —
Netherlands 5.23 40 37 0 45 — —
Spain 3.32 64 50 6 31 4.70 37
Germany 8.55 55 70 0 65 11.46 68
France 14.41 73 76 0 61 18.52 64

Source:Polimod; see Redmond, Sutherland and Wilson (1998).

We examine the vertical effect of the five alternative schemes by considering
the average reduction in tax for couples at various points in the (all-family)
income distribution. Net family incomes for the population have been equivalized
using the OECD scale and ranked by dividing the distribution into ten equal-sized
groups (deciles).21 Figure 2 and Table 10 show the distribution of annual tax
reductions for couples in each decile of family income and for each alternative
scheme. The scale of redistribution is different in each case, so the points to draw



22 It should be noted that, as explained in Section 4, the actual Spanish tax system allows couples to opt for
independent taxation, meaning that this clawback typically does not occur in practice.

out here relate to the shape of the curves, not their position relative to each other.
The distribution using the UK system rises slowly to a maximum level at high
incomes. This is entirely due to the position of couples in the all-family dis-
tribution, since the value of the tax credit is fixed (for couples who have
income above the tax threshold). Table 10 also shows that, even after the
application of the equivalence scale, couples are concentrated at the top of the
income distribution.

Figure 2:Average gain per couple, UK tax schedule

Source:Polimod; see Redmond, Sutherland and Wilson (1998).

With the scheme in the Netherlands, the gain is greatest in the middle of the
income distribution, the position where most one-earner couples are located, and
falls again at higher incomes, where a higher proportion of couples are using
both their allowances and stand to gain nothing from a transfer. With the German
and French systems, gains increase with income over the whole range. Couples
gaining are located towards the middle of the distribution, where there is a con-
centration of couples with particularly unequal earnings (including one-earner
couples), and right at the top, where higher rate taxpayers are positioned in the
UK tax schedule. The effect is especially marked for the French system due to
its impact on families with children and the concentration of children in the mid-
dle of the family income distribution. The distribution for the Spanish system has
a similar shape to that for the German system in the bottom part of the income
distribution, but losses replace gains at the top of the distribution, where the nar-
rowing of the higher tax bands claws back tax from more well off couples.22
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Table 10:The distributional effects of alternative tax treatments of couples,
UK tax schedule

UK Netherlands         Spain         Germany            France

Bottom 3.6 7.6 17 0.4 25 0.2 17 0.4 73 0.5 115 0.6
2nd 8.0 11.5 57 2.1 135 3.2 130 5.0 165 2.4 259 2.4
3rd 8.8 10.8 128 5.4 304 8.1 265 10.9 318 5.1 547 5.5
4th 8.0 10.1 203 7.9 454 11.0 374 14.3 465 6.9 840 7.7
5th 9.8 11.8 254 11.8 541 15.8 418 19.2 534 9.6 971 11.0
6th 11.3 13.0 260 13.8 502 17.1 368 19.6 508 10.6 998 12.9
7th 11.9 11.7 259 14.7 387 13.9 305 17.3 449 9.9 861 11.9
8th 12.1 9.9 251 14.3 292 10.6 273 15.6 476 10.6 828 11.4
9th 12.6 7.7 243 14.1 252 9.6 242 14.2 610 14.1 881 12.4
Top 13.9 5.9 243 15.5 253 10.5 -255 -16.7 1190 30.4 1598 24.3
All 100 100 212 100 332 100 211 100 543 100 882 100

Source:Polimod; see Redmond, Sutherland and Wilson (1998).

Figure 3 shows the effect of three of the schemes within the progressive
tax schedule. In each case, the effect is similar to that under the less pro-
gressive schedule, but more exaggerated. As higher marginal rates are
encountered in the middle rather than at the top of the income range and as
the number of bands increases, the advantage of joint taxation for many cou-
ples becomes greater. The main exception is high-income couples in the
Spanish system, who face higher tax rates lower down in the family income
distribution.

Table 10 also compares the effect of the schemes on the all-family distrib-
ution. We consider the percentage of the total gain that is received by families
in each decile. This provides a picture of the vertical effect of the alternative
“horizontal” measures.

Comparing these standardized distributions, we can see that the Spanish
system is the most redistributive, since the losses by the high-income couples
allow a greater proportion of the tax reduction to fall on middle-income fam-
ilies. Of the total net gain, 97 percent is received by the middle 60 percent of
the family income distribution, compared with between 53 and 77 percent for
the other systems. The French and German systems have effects which are
similar to each other; the greatest part of the tax reduction is targeted at the
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Figure 3:Joint taxation with alternative tax schedules: the average gain per couple

Source:Polimod; see Redmond, Sutherland and Wilson (1998)
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highest income families (37 and 45 percent, respectively, being received by the
top 20 percent of the distribution). Middle-income families (with children) ben-
efit slightly more under the French system. Using the system in the
Netherlands, the greatest proportion of the tax reduction falls on the middle of
the distribution (on one-earner couples); 77 percent of the benefit is received by
the middle 60 percent. Meanwhile, in the UK system, whereas all taxpayer cou-
ples and lone parents receive the tax credit, more of the benefit is targeted at
those people with the highest incomes (30 percent being received by the top 20
percent, compared with just 20 percent for the system in the Netherlands).

The system which performs the best on the grounds of redistribution
towards families with children is the French one. However, much of the ben-
efit is targeted at the highest income families. The Spanish system avoids this
effect, while still disproportionately benefiting children. However, this is
largely a product of the clawing back of tax at higher incomes as the tax bands
narrow. Without this feature, the Spanish system is equivalent to the German
system, which performs less well on either ground.

■ 6.2 Incentives

One of the main arguments against both joint taxation and transferable per-
sonal allowances is the effect they have on the incentives of the spouse of the
main earner to earn his or her own income. The first tranche of the second
earner’s income is taxed at a higher marginal rate than is the first tranche of the
first earner’s income. The earnings of one spouse may be taxed at a higher mar-
ginal rate than would be the case if this spouse were single or were the main
earner. The earnings of the main earner may be taxed at a lower marginal rate
than would be the case if this spouse were single or were the second earner.

Of most concern are schemes which offer particular disincentives for sec-
ond earners to enter the labour force. These are usually intended to benefit
one-earner couples. The transferability of allowances (as in the Netherlands)
or specific allowances for couples with one earner (such as in Austria,
Belgium, Greece and Portugal) are examples. Entry into the workforce by the
second earner under these systems means either that all the earnings of this
person are taxed with no allowance or credit to set against the taxes, or that
the main earner’s taxes rise.

However, joint taxation itself has an impact on the incentives to work of both
spouses. We explore the asymmetries resulting from the various joint schemes
by examining the effect of the schemes on the calculated marginal income tax
rates (MITRs) of all individuals in the UK sample who are already employed.
The extra tax paid by the family following a unit increase in earnings (£1 per



23 A full picture of calculated work incentives would also account for other deductions from income (such
as social contributions) and the withdrawal of income-tested benefits. The costs of working – especially the
costs of additional childcare – could also be included in the calculation. The calculations presented here are
intended to isolate the effect of income tax rates.

24 Here, we distinguish partners in a couple by their gender rather than by the relative size of their earnings.
Some wives in the sample have higher earnings than do their husbands, and some are sole earners. Thus, our
use of data describing actual couples reflects the UK distribution of earnings within couples and by gender,
rather than stylized assumptions about relative earnings.

week) is calculated for each employee in the family. The calculations include
people with very small earnings and are carried out independently and sepa-
rately for the spouses in couples in which each member has earnings.23

Using the current UK tax schedule, Table 11 shows the change in the mean
MITR for all employees (including single people) and for those who are hus-
bands and wives.24 The number affected by changes in the MITR is much small-
er for the two schemes based on individual assessment (the UK and the
Netherlands) than it is for the joint schemes (Spain, Germany and France). In
the case of the UK, this is because the action of the extra tax credits for couples
and single parents only lowers the marginal rate for those who are brought
below the tax threshold by the new credit. It has no effect on the marginal tax
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Table 11:The effect on MITRs of alternative tax treatments of couples,
UK tax schedule

UK Netherlands Spain Germany France

Change in MITR (percentage points)
All -0.11 0.70 2.22 0.70 -0.07
Couples: husbands -0.04 -0.70 -0.18 -2.46 -3.45
Couples: wives -0.20 2.81 6.77 4.61 3.92

% with increases
All 0.1 0.8 24.0 19.5 17.6
Couples: husbands 0.2 2.1 16.2 10.1 8.7
Couples: wives 0.0 0.2 53.2 46.8 42.4

% with decreases
All 0.7 4.9 12.0 14.2 21.3
Couples: husbands 0.4 9.9 26.1 30.6 44.6
Couples: wives 1.0 3.8 7.0 8.7 10.7

Note: “All” includes single people. Mean pre-reform MITRs are 21.55 percent (all),
25.56 percent (husbands) and 17.60 percent (wives). The number of couples (in thou-
sands): two-earner couples, 5,435; one-earner couples (husband), 2,340 and (wife),
1,612.
Source:Polimod; see Redmond, Sutherland and Wilson (1998).
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rate of other people. In the case of the system in the Netherlands, marginal rates
are lowered for one-earner couples who benefit from being able to use the
allowance of the non-earning spouse. However, the marginal rate of low-
income second earners rises since the allowance of these people is all allocated
to their partners.

All three of the joint schemes are characterized by falls in MITRs for hus-
bands and rises in MITRs for wives. The system which is least advantageous
in terms of increasing MITRs is that of Spain, where 53 percent of wives and
16 percent of husbands find that their marginal rates increase, whereas 7 per-
cent of wives and 26 percent of husbands find that they fall. This is largely
explained by the narrowing of the upper tax bands, pushing large numbers of
two-earner couples into the highest tax bracket. However, the effect is nearly
as large under the German and French systems, with, if anything, a greater dis-
parity between husbands and wives. It is worth noting that, whereas the mean
changes in MITRs are relatively small, this masks the fact that, for individuals
whose rates do change, the differences among marginal rates (0, 20, 23 and 40)
can be quite large. Clearly, both the size of the jumps between rates and the
chance of crossing to a new rate depend on the particular tax schedule in place.

Table 12 shows the effect on MITRs if the underlying rate schedule is more
progressive (with rates of 0, 20, 23, 30, 40, 50; see Annexe 3) for the three
joint systems. The main difference in impact on incentives between the two

Table 12:The effect on MITRs of alternative tax treatments of couples,
progressive tax schedule

Spain Germany France

Change in MITR (percentage points)
All 2.69 0.41 -1.03
Couples: husbands -1.25 -4.53 -6.55
Couples: wives 9.31 6.12 4.68

% with increases
All 28.8 19.2 16.9
Couples: husbands 18.5 5.3 3.9
Couples: wives 65.1 50.9 43.9

% with decreases
All 17.9 24.0 30.9
Couples: husbands 43.2 56.7 68.5
Couples: wives 6.3 9.4 13.0

Note:“All” includes single people. Mean pre-reform marginal income tax rates are 22.51
percent (all), 28.58 percent (husbands) and 16.77 percent (wives).
Source:Polimod; see Redmond, Sutherland and Wilson (1998).



25 This statement does not necessarily apply to the actual tax system in Spain.
26 The total size of the child benefit for first children becomes (i) 90 percent and (ii) nearly double the size

of the UK personal tax allowance scaled to (i) the UK system and (ii) the French system. In the 1997/98 sys-
tem, the child benefit was £9 per child per week, plus £2.05 for the first (or only) child in the family.

rate schedules is that the number of wives with increasing MITRs and the
number of husbands with decreasing MITRs both rise (particularly in the
German and Spanish joint systems).

Although we have seen that the Spanish system performs relatively well on
interfamily distributional grounds, it is particularly weak in terms of its effects
on incentives.25 At the other extreme, the UK system of taxation of couples has
little effect on incentives, but is also one of the systems which achieves least
in terms of distribution towards children. The following section compares
these family tax arrangements with some instruments which directly affect
children.

■ 6.3 Tax measures for children

Thechild tax allowancewhich costs the same as the UK system of tax cred-
its for couples and lone parents is £1,560 per child per year. This is worth
nothing to non-taxpayers, £6 per child per week to taxpayers with a marginal
rate of 20 percent, £6.90 per child per week to standard rate (23 percent) tax-
payers and £12 per child per week to top rate (40 percent) taxpayers. This is
about two-thirds of the value of the adult personal tax allowance.

A scaling up of the child tax allowance so that it would cost the same as the
French family quotient system would, if introduced in the UK, bring it to
£8,320 per child per year. This is worth £36.80 per week per child if the par-
ent is a standard rate taxpayer, more than double the size of the adult person-
al allowance. Clearly, even among current taxpayers, large families with lower
income parents would not benefit in full from allowances of this size; they
would be lifted clear of income tax, just as are many low-income French fam-
ilies by the “quotient familial”.

The two levels of child benefit increase, equivalent in cost to the UK and
French system of taxation of couples, are £5 and £22 per week per child,
respectively. The increases represent a 45 percent and a 199 percent
increase in the value of the child benefit for first or only children, respec-
tively (and somewhat more for other children).26 The child benefit is includ-
ed in the income assessment for assistance benefits in the UK. In order to
abstract from the way the entitlements to these benefits adjust to compen-
sate for changes in the child benefit, they are also increased by £5 or £22
per child.
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27 This is due to the fact that the number of children per family is higher among lower income families.
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Table 13 compares the relative effectiveness of the alternatives in targeting
families with children. The top portion of the table considers the effect of the
relatively small-scale changes in the child benefit and allowances, compared
with the UK tax treatment of couples. The bottom portion of the table shows
the effect of the larger scale changes in comparison with the effect of the
French family quotient. Clearly, measures directed at children do not affect
childless families, and in both cases 100 percent of the child benefit and child
tax allowances falls on families with children. All families with children are
recipients of the child benefit increase, but only 75 percent are affected by tax
allowances, and a similar proportion benefit from the tax credits or the fami-
ly quotient.

Table 13:The incidence of alternative tax treatments of children

Families with children

% gain % gaining % received by 50%    
with highest incomes

Couple + lone-parent credits (UK) 43 77 68
Child benefit + £5 per week 100 100 45
Child tax allowance = £1,560 100 75 70
Family quotient (French system) 73 81 73
Child benefit + £22 per week 100 100 45
Child tax allowance = £8,320 100 75 78

Source:Polimod; see Redmond, Sutherland and Wilson (1998).

Considering the vertical effects among families with children, less than 50
percent of the child benefit is received by the 50 percent of families with chil-
dren with the highest incomes.27 In contrast, child tax allowances dispropor-
tionately benefit the more well off (70 percent is received by the top 50 per-
cent in the small-scale version), and this effect is greater, the larger the size of
the allowance. (The proportion received by the top half is 78 percent with the
larger scale allowance.) The French system of joint taxation benefits a slightly
larger proportion of families with children than does the UK system of credits,
but the UK system is less sharply targeted at higher income families. Of the
amount received by families with children in the UK, 68 percent is received by
the top 50 percent, compared to 73 percent under the French system.

The effects across the income distribution are shown graphically (for the
small-scale comparison) in Figure 4. The average net gain among families



28 The proportion of families with children in the all-family deciles is shown in Table 10.

with children is plotted against the all-family distribution of equivalent fami-
ly disposable income.28 The solid line shows the effect of the UK tax credits;
the shape is similar to that shown for couples in Figure 2. The value of child
tax allowances rises much more steeply with income (dashed line). The dot-
ted line shows that increased benefit payments are of roughly equal value at
all income levels. The slight gradient downwards is due to the fact that high-
er income families have smaller numbers of children.

Figure 4:Tax measures for children, small-scale changes: average gain 
among families with children

Source:Polimod; see Redmond, Sutherland and Wilson (1998).

In a similar way, Figure 5 shows the distributional effects of the three larg-
er scale variants. The shape of the curves for the child benefit increase and the
child tax allowances is very similar to that shown in Figure 4. The effect of
the family quotient on families with children is very broadly similar to that of
child tax allowances, but it is substantially less generous to the upper-middle
range of incomes. Although the two schemes cost the same overall, not all the
benefit of the family quotient falls on families with children: childless couples
have a quotient of 2. Couples with children in which both spouses earn simi-
lar amounts tend to be concentrated in the upper-middle of the UK distribu-
tion. These couples gain less than do other couples from joint taxation, and,
although they benefit from the child part of the family quotient, this is less
valuable than the large-scale child tax allowances.
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Figure 5:Tax measures for children, large-scale changes: average gain 
among families with children

Source:Polimod; see Redmond, Sutherland and Wilson (1998).

These simulated alternative policies for targeting concessions on families
with children illustrate the large effect the form of the concession can have on
the vertical distribution of the concession. Tables 4 and 5 show the distribu-
tion of cashgains. Tax allowances especially benefit the more well off; child
benefits have an approximately uniform effect across the distribution of fam-
ilies with children, and measures directed at couples are naturally less well
targeted on children, but are of greater benefit to children in more well off
families than to children in lower income families.

If the purpose of a family tax concession is to maintain horizontal equity
throughout the income distribution, then we would expect the cash value of
the concession to rise with income. In proportional terms, the incomes of fam-
ilies with children in the top (all-family) quartile are increased by 7.5 percent
on the introduction of the family quotient, whereas incomes in the bottom
quartile increase by just 3.7 percent. The figures for (large-scale) child tax
allowances are more extreme, with a 10.2 percent increase among the families
with children in the top quartile and a 2.6 percent increase in the bottom quar-
tile. On the other hand, the large-scale child benefit increase raises the income
of the families with children at the top by 5 percent, in contrast with the 28.3
percent increase at the bottom.

While the child benefit performs excellently on the basis of the redistribu-
tion to all children and has a major proportional effect on the incomes of the
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poorest families, it is a less effective instrument for ensuring horizontal equi-
ty at all income levels. Without defining exactly the relative needs of children
and adults or the taxable capacities of families of different types, one cannot
judge whether the larger cash gains falling on higher income families under
child tax allowances or couple tax concessions are sufficient to maintain hor-
izontal equity. They may indeed be in excess of the required amounts.
However, on the theory that families with children should pay proportionate-
ly less tax (net of benefits) than should families without children, it is clear
that such tax concessions do contribute more to this objective than do univer-
sal child benefits.

In some countries a combination of approaches is used to try and go some
way towards meeting the objectives of horizontal equity and protection for the
living standards of children in poorer families. For example, as shown in Table
4, the German system includes both child benefits and child tax allowances.
In fact, by also maintaining optional joint taxation of husband and wife,
Germany offers additional indirect support to families in which one spouse is
financially dependent. The attractions of this combined approach must be set
against the advantages of using all the available resources to finance a single
instrument which is capable of meeting one of the objectives fully. Then the
question – which we leave open – is whether it is desirable to prioritize equi-
ty in tax treatment among families of different types throughout the income
distribution, or whether vertical redistribution towards lower income families
is a better use of scarce resources.

7. Conclusions

The analysis presented in Sections 5 and 6 can only give partial answers to
questions about the relative effects of different approaches to taxation and the
family in Europe. Our use of a single population database highlights the effect
of particular policy measures. However, as we have seen, whatever effect the
measures have is modified by the underlying system and conditions.
Modelling actual tax policy and alternatives to it for a set of national popula-
tions (that is, using household microdata from those countries) would allow
us to take account of underlying differences and to estimate the scale of redis-
tribution accomplished by actual national systems. This requires a consistent
approach in each national simulation so that the results are comparable
(Callan and Sutherland 1997), and it is the aim of the Euromod project to
build a model which can be used for such a purpose (Sutherland 1997b).
However, the simulation exercises presented here do provide us with some of
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the pieces of the puzzle. By focusing on differences in the approach and struc-
ture of income tax systems without confusing these with underlying differ-
ences, we are able to come to the following conclusions.
● There is a clear tradeoff between tax concessions for couples in which one 
spouse is financially dependent and damaging the work incentives of the
dependent spouse. Thus, joint taxation systems perform relatively well on
interfamily distributional grounds and tend to lower the marginal rate of tax
of the higher earner, but they do this is at the expence of increasing the mar-
ginal rate of the lower earner.
● Tax systems which offer concessions to couples also tend to benefit families 
with children disproportionately. The extent of this effect in both size and
incidence depends on the form of the concession. The version of the Spanish
system of aggregate taxation that we model for the UK is very effective at tar-
geting children, but this is because it claws back tax from high-income cou-
ples (who have relatively few children in the UK) and especially benefits cou-
ples in the middle of the income distribution (where there is a concentration
of UK children). The French family quotient includes a generous factor for
children that particularly favours higher income families with children. The
transferable allowances in the Netherlands are less well targeted on families
with children because they benefit one-earner couples, and in the UK children
tend to be concentrated in families with two earners.
● Tax concessions directly focused on children are more efficient in targeting 
children than are concessions aimed at couples, but the form of the concession
has a major impact on the distributional goals the concession can accomplish.
Thus, child tax allowances delivered through the UK tax system would not
reach one-quarter of the families with children and with incomes below the
tax threshold, and their value would increase with income. On the other hand,
a universal child benefit is capable of delivering resources to all children. On
a proportional basis, the increase in income is greater for poorer children, but
a flat rate child benefit cannot maintain horizontal equity at all income levels.
● The progressivity of the income tax schedule increases the distributional 
effects of joint taxation and allowances for children. Thus, under a more pro-
gressive tax structure not only do these instruments generally cost more, but
they are of greater proportional benefit to higher income taxpayers.

A wide range of tax instruments is available to account for marriage and the
presence of children. These instruments are used in varying combinations and
to varying extents across the European Union. We have attempted to general-
ize the different systems into four groups on the basis of the types of combi-
nations of tax instruments that are used (Table 7). However, the categorization



is quite loose (and could be debated), indicating the lack of clear direction or
consensus within groups of similar countries or across Western Europe as a
whole. The development of national tax systems can be seen as the result of a
series of historical accidents and compromises as much as the product of a
principled design. This also applies to the division of instruments for family
redistribution between those instruments which work through the income tax
system and those channelled through the system of cash or in-kind benefits.

The availability of a choice of treatment within the tax system – of the
transferability of allowances, of opting between independent and joint taxa-
tion, or of claiming a concession as a tax credit or as a cash benefit – can be
seen as a reflection of uncertainties about the nature of horizontal equity.
Leaving the choice to families themselves means that the tax system can be
viewed as being less prescriptive about behaviour. At the same time, offering
a choice also increases the potential for inequitable treatment within and
among families and higher compliance and administrative costs.

The wide variation in actual practices, combined with the general ambigu-
ity surrounding the issue of neutrality in the tax system, makes the task of
drawing clear lessons from the tax systems of Western Europe difficult for
countries in the process of designing new systems. Although there is no set of
blueprints for the design of a child- or parent-friendly income tax system,
there are a number of guidelines that can be drawn out from our analysis.
● The incomes of families can be enhanced through the income tax system by 
direct mechanisms (such as tax allowances) or by indirect means (such as tax
reliefs for the expenditures common among families with children). It is the
combined effects of all instruments that determines the relative tax burdens of
families in different circumstances.
● The impact of income tax systems should be judged in combination with the 
other parts of the tax-benefit system, as well as in isolation. Indeed, highly
redistributive systems can include “large” income tax systems, with few fam-
ily concessions, financing an extensive range of family benefits and services.
Conversely, “small” income tax systems, with proportionately large conces-
sions to families, may be seen, in isolation, as making a large contribution to
horizontal equity, while, when considered in combination with other parts of
the system that make minimal family concessions (such as indirect tax or
social insurance contributions), they may achieve only a modest amount of
redistribution.
● Our conclusions about the vertical effects of the alternative policies we con-
sider are highly dependent on the underlying conditions of the UK population
and the nature of the UK tax schedule and tax base. The location of children
in the all-family distribution, the prevalence of two-earner couples among
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families with children and the fact that around 25 percent of families with
children have incomes too low to be taxed, combined with the relatively
unprogressive nature of the remainder of the tax schedule, are all important
influences on our simulation results. Other combinations of factors for other
countries might yield different conclusions. The design of family-related
components of national tax systems should take account of these underlying
factors.
● Child welfare can be targeted through the tax treatment of couples or 
through measures directed at children themselves. On the one hand, measures
which benefit one-earner couples can be seen as encouraging or permitting
one parent (in a couple) to spend time caring for children rather than earning
an independent income. On the other hand, systems which incorporate inde-
pendent taxation and offer family concessions targeted directly at children
tend to expect mothers to maintain an independent income throughout most of
their adult lives.
● On the assumption that child welfare is likely to be best served by increas-
ing the resources of mothers, we can draw the following conclusions.
i. Couples should be taxed independently, or, if taxation is joint, it should be 
administered in such a way as to deduct no more tax from the mother than
would be the case if she were the main or sole earner.
ii. Child concessions should be paid to the mother in the first instance. Tax 
allowances which are not refundable can only be of use to the family if the
person to whom they are allocated has sufficient taxable income to set against
them. Thus, under joint taxation the family as a whole may benefit, but the
cash is likely to be channelled through the father’s income. Under indepen-
dent taxation the family benefits to the greatest degree if the parent to whom
the allowance is allocated has the higher income or if the allowance is trans-
ferable between spouses.
iii. However, transferability – either of adult allowances, or of child 
allowances – has adverse effects on the work incentives of the lower income
spouse.
iv. In the case of child benefits (or allowances and credits which are refund-
able to non-taxpayers), payment to the mother does not compromise the
impact of the measure on family incomes.



Annexe 1: Family-related Tax Instruments

This annexe defines the principal features of income tax systems and shows
how they can account for different family circumstances.

Two important distinctions should be made. First, there is a distinction
between the allowances or deductions subtracted from the tax base and those
subtracted after the tax calculation (tax credits). In the former case, the value
of the allowance depends on the taxpayer’s marginal tax rate. In the latter
case, the deduction or credit is allowed at a flat rate which does not depend on
the marginal rate. In a progressive system (with marginal rates which rise with
income) allowances are worth more to higher income taxpayers than they are
to taxpayers with lower incomes. Some tax credits are refundable, which
means that they are received in cash by people with incomes lower than the
tax threshold (non-taxpayers).

Second, there is a distinction between concessions which are generally
applied – deductions depending on general status (such as parenthood) – and
those which relate to particular expenditures (such as childcare costs). The
former apply in the same way to all families of the same type and income. The
latter also depend on individual choices about participation and consumption.
We focus mainly on the general allowances, while recognizing that the dis-
tinction may not always be clear-cut and that tax expendituresmay have a
very significant effect on relative tax burdens.

Tax base

The tax base defines the incomes which are taxable. Horizontal objectives can
be achieved by exempting income which is family contingent, for example
through government transfers to the adult and child dependants of social ben-
efit claimants and through child benefits.

Tax unit

Under independent taxation, the incomes of individuals are assessed sepa-
rately. This is shown in equation (1), where the tax schedule “T” is applied
independently to the incomes “YM“ (male) and “YF“ (female) of the couple.

(1)  Tax = T (YM) + T (YF) (independent taxation)

The concept of joint taxation can be divided into aggregate,split and quo-
tient taxation (see Meulders 1986). Equation (2) summarizes the way aggre-
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gate taxation works. The incomes “YM“ and “YF“ of the individuals are added,
and the total is taxed as if the unit were a single individual. Aggregate taxa-
tion is usually accompanied by larger tax allowances, bands and credits for
couples.

(2)  Tax = T (YM + YF) (aggregate taxation)

Split taxation and family quotient taxation are related. Both involve the
aggregation of income within the tax unit. Total taxable income is divided by
a family quotientand then applied to the tax schedule in the same manner as
for a single person. Total tax for the unit is found by multiplying this calcu-
lated tax by the family quotient.

In the case of the splitting method, in equation (3) the family quotient has
the value “2”. In other words, the couple’s income is added and divided by 2.29

(3)  Tax = 2 x T ((YM + YF) /2) (split taxation)

Joint taxation and income splitting do not take into account the presence of
children. The family quotient method includes dependent children in the cal-
culation whether or not the children have incomes contributing to the family
tax base. For families without children, the quotient method is equivalent to
split taxation. Equation (4) outlines the way the tax calculation is carried out.
The income from both spouses is added to the income from “D” dependants.
The tax base, divided by the quotient, “Q”, is applied to the individual tax
schedule. The resulting tax amount is multiplied by the quotient to arrive at
the family tax liability.

(4)  Tax = Q x T ((YM + YF + ∑D

l
Yi) / Q)            (family quotient taxation)

The value of the quotient itself could in principle be calculated in any way
(it could simply be the number of people in the family). Section 5 explains
how it is calculated in France: essentially, the quotient is increased by 1 or 0.5
for each extra child depending on the family structure.

Joint taxation may be compulsory or optional. Multi-person tax units may
opt for joint taxation if, as a couple (or family), they pay less tax than they
would if they were assessed individually. It is also possible for the unit of
assessment (and the method of joint assessment) to depend automatically on
the level of income. In addition, different categories of income could be taxed



using different tax units. For instance, depending on the way income tax is
collected, it may make sense for incomes from investment to be taxed on an
individual basis (at source), while earned incomes are taxed jointly.
Conversely, it may make sense for investment income to be taxed jointly,
while earned income is taxed separately.

Tax allowances

Tax allowances are amounts subtracted from the tax base to arrive at the
income on which tax is levied. As explained above, the value of the tax
allowances depends on the marginal rate of taxation. Typically, an individual
tax allowance is one of the main pillars of a progressive income tax system.
In addition, extra tax allowances may be given to families with children, sin-
gle parents or couples with one earner. In some cases, the unused allowances
of a married person with a small or zero income of their own may be trans-
ferred to their spouse. The conditions for such a transfer may vary from an all-
or-nothing annual decision by the couple to a continuous adjustment process
designed to minimize total tax. The precise impact of transferability depends
on these conditions.

It is also possible for allowances to apply to certain types of income (such
as earnings) and not to all income.

Tax schedule

The tax schedule is the set of thresholds and tax rates that determines the
amount of tax collected from a specific taxable income. Tax allowances can
be considered part of the schedule since they can be thought of as “zero-rate
tax bands”. Income tax schedules are usually progressive in that lower
incomes face lower marginal rates and lower average rates of tax.

The purpose of tax schedules is primarily to achieve vertical redistribution,
although the tax schedule can be modified for particular family types.
Examples include transferable allowances, which increase the width of the
zero-rate band for one-earner couples, widened tax bands for couples in
aggregate taxation, and the use of exemption limits which vary by family type.
This last example is essentially an alternative tax schedule (used only in
Ireland) designed to keep low-income tax units out of the tax net. The exemp-
tion limit is set higher than the tax allowance, and the level of the limit
depends on family composition. No tax is paid on taxable income below the
limit, but, once the tax exemption limit is exceeded, taxes are paid according
to the standard schedule. To avoid the tax kink at the exemption limit, mar-
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31 However, in some countries the size of the tax credit is independently related to income.
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ginal relief can be used to smooth out the tax paid.30 Tax exemptions are
administratively quite simple in that those people earning less than the exemp-
tion limit pay no tax. They are also a way of keeping people out of the tax net
that is cheaper than tax allowances, and in principle they can be targeted on
specific family types. However, such targeting occurs at the cost of increased
marginal income tax rates at low levels of income.

Tax credits and fixed rate reliefs

Tax credits are amounts which are subtracted once gross taxes have been cal-
culated. They are similar to tax allowances, but, for people with gross tax lia-
bilities at least as large as the credit, their value does not depend on income.31

The size of tax credits often varies according to family size, family composition
or marital status, and the credits may be transferable between spouses in a man-
ner similar to tax allowances. Tax reliefs for particular kinds of expenditure
may also be limited to a fixed proportion of the value of the expenditure, so that
the rate of relief is the same for all taxpayers, regardless of income.

People with very small gross tax liability may not benefit to the full value
of the credit or relief. Tax credits and reliefs which are refundable overcome
this problem and also benefit people who have incomes below the income tax
threshold. Typically, refundable tax credits are paid in cash (and may be, from
the recipient’s point of view, indistinguishable from cash transfers paid out of
the public expenditure budget), and refundable reliefs are allowed at source
(as reductions in the size of payments).



Sources:Responses to the Euromod Income Tax Questionnaire, Jepsen et al. (1997).

Annexe 2: Dependency Assumptions in EU Income Tax
Systems

Definition of Tax filing Treatment of 
dependent child cohabiting couples

Austria Individual As individuals

Belgium Individually, but on As individuals
the same form

Denmark Not applicable Individual As individuals
Finland Individual As individuals
France Joint Joint

Germany Separate; if splitting As individuals
is used, then joint

Greece Joint As individuals

Ireland As individuals

Italy Individual As individuals

Luxembourg Joint

Netherlands Individual, but with Individual, with 
information about potential transfer 
the other spouse of allowance 

between partners
Portugal Joint As individuals

Spain No compulsory joint As individuals
filling, but necessary 
if joint taxation is used

Sweden Not applicable Individual As individuals
UK Individual As individuals
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Under 19; under 27 if stu-
dent with low earnings;
low earnings if disabled
No age limit; must earn
less than a fixed amount

Under 18 during tax year
Under 21; under 25 if stu-
dent; any age if disabled
or in military service
Under 19; under 27 if stu-
dent
Under 19; under 23 if stu-
dent; no age limit if dis-
abled
Under 16, student or dis-
abled
Under 18; under 26 if stu-
dent
Under 21 (depends on
income of parents); under
27 if student; all handi-
capped
Under 27 and supported
“to an important extent”
(relevant for single-par-
ent allowance)
Under 16 if income is
less than minimum wage;
under 25 if full-time stu-
dent or disabled
Under 18 living in the
family; under 30 with
income below a limit

Under 16; under 19 if
full-time non-advanced
student (relevant for sin-
gle-parent allowance)
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Annexe 3: The 1997/98 UK Income Tax System and an
Alternative Progressive Tax Schedule

Tax base

The tax base is broad, containing most sources of non-social security income
and many of the main social security transfers as well. Most unearned income
is taxed through the same schedule as earned income. The main deduction is
occupational and private pension contributions. State social insurance contri-
butions are not deductible.

Tax reliefs

The main reliefs are for mortgage interest (on capital borrowed up to
£30,000), at a flat rate of 15 percent, and for life insurance premiums on poli-
cies taken out before 1984, at a rate of 12.5 percent.

Tax schedule 1997/98, with elements directly related to marriage 
or parenthood removed

Personal allowance £4,045
Personal allowance (aged 65-74)* £5,220
Personal allowance (aged 75+)* £5,400
Rate Up to
20 percent £4,100
23 percent £26,100
40 percent —

Alternative progressive schedule

Personal allowance £5,045
Personal allowance (aged 65-74)* £6,220
Personal allowance (aged 75+)* £6,400
Rate Up to
20 percent £4,100
23 percent £15,000
30 percent £25,100
40 percent £30,000
50 percent —

*Age allowances are income related. Taxable income over £15,600 per year reduces the
excess of the age allowance over the standard personal allowance by £0.50 per £1.00.
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